AGENDA
EXECUTIVE FINANCE COMMITTEE
August 28, 2008 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6™ Floor)

Committee Members: Councilmember Larry Phillips, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;
Jim Buck, County Administrative Officer

Staff: Scott Matheson, Interim Treasury Operations Manager; Mike Smith, Investment Officer;
Dave Turley, Financial Accounting Supervisor

AGENDA ITEMS
1. Action: Approval of Minutes of the July 24, 2008 Executive Finance Committee meeting. (page 2)

2. Action: Motion to update Impaired Investment Policy language (page 3)
Ken Guy, Finance Director

3. Briefing: Update on impaired investments.
Ken Guy, Finance Director

4. Briefing: Update on action plan related to Motion No. 12796 — “Investment Pool Advisory Panel Report” (pages 4-5)
Ken Guy, Finance Director

5. Briefing: July 2008 Investment Summary
¢ Investment Purchase Summary (page 6)
Reverse Repo Analysis and Policy Compliance (page 7)
Residual Investment Fund Summary (page 8)
Issuer Diversification and Credit Exposure Report (page 9)
Investment performance review (pages 10-15)
Interest Rate Summary (page 16)
Mike Smith, Investment Officer

6. Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate
expenditure.

Staff Recommendation: Direct the Treasury to maintain the maximum average duration of the core portfolio at the

1.25 to 1.8 year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at

30 to 100 days (no change from last meeting).
Mike Smith, Investment Officer

7. Briefing: Snoqualmie Valley Hospital’s Financial Status.
Scott Matheson, Interim Treasury Operations Manager

8. Briefing: Interfund Borrowing for July 2008
¢ Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 17)
e Pooled Tier 1 County Funds with Negative Cash Balances (pages 18-19)
e Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 20)
Dave Turley, Financial Accounting Supervisor

e Interfund Loans Among Non-County Funds (pages 21-22)

e Interfund Borrowings — EFC Approved Loans (page 23)
Mike Smith, Investment Officer

9. Executive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, ().

OTHER BUSINESS
ADJOURNMENT
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MINUTES
EXECUTIVE FINANCE COMMITTEE

July 24,2008
The Executive Finance Committee (EFC) Meeting was held July 24, 2008 at 1:30 p.m.
Members Present  Others Present Others Present (Continued) Others Present (Continued) Members Absent
Bob Cowan Kevin Fuhrer, Covington WD Pat Hamacher Hall Walker Larry Phillips
Debbie Prior, Highline WD Peggy Pahl Scott Matheson Ken Guy
Douglas Phonsavanh, PSCAA Pete Anthony Phil Sanders Jim Buck
William Nogle Dave Turley Mike Smith
Jim Burt
ACTION ITEMS

1.

2.

Minutes — The Committee approved the Minutes of the June 26, 2008 EFC meeting.

Minutes — The Committee approved the Minutes of the July 15, 2008 special EFC meeting.

Interfund Loan — The Committee approved the Building Repair and Replacement Fund’s (ARMS fund 3951) interfund
borrowing request for $27,000,000 to purchase a new facility for the Elections Division. The bridge loan was authorized
until bonds can be issued or until December 31, 2008, whichever comes first.

Amendment to Impaired Investment Policy — The Committee discussed the motion, but when legal questions arose, the
meeting was recessed into an unscheduled Executive Session at 2:46 p.m to discuss with legal counsel litigation or
potential litigation to which the County is or is likely to become a party when public knowledge regarding the discussion

is likely to result in an adverse legal or financial consequence to the County. The meeting reconvened at 3:00p.m. After
further discussion, the Committee decided to table the motion and reconsider it at the August EFC meeting.

Investment Direction — The Committee approved the Treasury recommendation to maintain the maximum average
duration of the core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity
portfolio at 30 to 100 days.

BRIEFINGS

1.

Update on Impaired Investments — The Committee was briefed on the status of the three impaired commercial paper
programs that have not yet had their restructuring auctions. The Committee was informed that the Rhinebridge auction
was scheduled for July 31, 2008. However, since the Rhinebridge auction allows any creditor to void the first auction if
their reserve price is not met, there is a possibility that a second auction may be necessary. The Committee asked when
the second auction, if necessary, might take place. Staff will follow up and provide an answer to the Committee
members by e-mail. The Committee was also informed that the Mainsail auction could occur as early as September, but
that there was no firm indication on when Victoria’s auctions would occur. However, it is expected that the auction for
Victoria will occur sometime before year-end. Staff will update the Committee on Victoria as information is received.

Update on Action Plan, Motion No. 12796 —The Committee was informed that the Interbranch Workgroup is in the
process of retaining a consultant to assist it. Responses from potential consultants are due July 25, 2008.

Interfund Borrowing — The Committee was provided a review of interfund borrowings during June 2008.

Investment Review for June 2008 — The Committee was provided a review of investment performance, activity, and the
distribution of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus
budgeted amounts for Pool earnings and fees were reviewed. Reverse repurchase activity for the month was also
reviewed, and the Committee was briefed on the current interest rate and economic environment.

EXECUTIVE SESSIONS

The meeting was recessed into Executive Session at 2:50 p.m to discuss with legal counsel litigation or potential
litigation to which the County is or is likely to become a party when public knowledge regarding the discussion is likely
to result in an adverse legal or financial consequence to the County. The meeting reconvened at 2:56 p.m.

OTHER BUSINESS /Lé
None S >
' Fov

Scott Matheson, Interim Treasury Manager
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Action Item Number 2: Draft Amendment to the Impaired Investment
Policy

Section 5.4 of the Impaired Investment Policy now reads:

“Pool members will continue to receive interest earnings, as set forth in
their investment agreements, on the amount of their retainage for loss
coverage.”

The proposed motion would add the following sentences to the sentence above:

« ...provided that, if the impaired assets are separated from the performing
assets into a separate impaired investment pool, then no interest earnings
will be distributed from the impaired pool until the full principal due on the
impaired investment has been recovered. Full or partial recovery of these
impaired funds is dependent on the implementation of restructuring
agreements involving each impaired investment.”

“Provided further that no administrative fees will be charged to those
assets in the impaired investment pool and any cash recovery from the
impaired investments in excess of the retainage for loss coverage will be
returned to each participant’s fund in the performing pool effective on the
day these funds were settled, thereby lowering the total amount impaired.”
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Proposal for Advisory Membership on the EFC
DRAFT August 25, 2008

Introduction

In June 2008 the County Council adopted Motion No. 12796 which focused on specific
actions to improve the governance, infrastructure, goals/metrics, and external relations of
the County’s investment pool. Within the governance area, the Motion called for the
Executive Finance Committee (EFC) to “immediately develop a plan for including
advisory representation on the EFC from non-county participants.” This paper includes
the staff recommended proposal for such advisory representation on the EFC.

Recommendation

A total of six non-county advisory representatives will be appointed, with four
appointments made by Boards of their respective associations and two at-large
appointments made by the EFC. The advisory positions will be representative of the
types of districts within the pool and members will serve on an annual basis. Refer to
discussion below.

Purpose of Investment Pool Advisory Committee (IPAC)

The County encourages open participation and communication regarding the pool’s
investment objectives, policies and strategies. An Investment Pool Advisory Committee

" (IPAC) would be established for the primary purpose of providing designated non-county
pool participants the opportunity to provide advice on the operation of the pool. The
IPAC would also be used by the EFC to obtain participant feedback on proposed changes
in policies and practices prior to implementation.

Composition of IPAC
There are currently 101 non-county or “outside” participants in the pool. The following

table lists the number of participants in each major category and the average percentage
of funds held by each category.

District Category | Number Percent of Pool $
(Using 2007 Average
Cash Balances)

School 20 42.8%

Fire 23 2.5%

Sewer& Water 33 8.3%

Other 25 10.5%

Total Districts 101 64.1%

King County 35.9%

Funds

Grand Total Pool 100%

The IPAC would be a relatively small group with representation from each of the outside
district categories. Given that school district’s collectively comprise over 40 percent of
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Proposal for Advisory Membership on the EFC
DRAFT August 25, 2008

the pool’s funds, they would have increased representation over other outside district
categories. The staff recommends the IPAC consist of 6 members appointed to one-year
terms as follows:

e Schools: (2) members appointed by King County School District Finance
Managers Association and/or the Puget Sound Educational Service District
Fire: (1) member appointed by the King County Fire Commissioners Association

o Sewer & Water: (1) member appointed by the Sewer and Water Districts viaa
King County Association such as MWPAC

e Atlarge: (2) at-large members appointed by the EFC, with at least one at-large
member representing the “other” district category. King County’s selections
would attempt to achieve balanced representation in terms of size and type of
other districts on the IPAC.

Additional Comments

The IPAC members, in their advisory capacity, would be expected to attend monthly
EFC meetings and any special meetings called during the year. IPAC members would
also be expected to help disseminate critical EFC information to their fellow districts and
provide occasional briefings to their respective officials.

- Tt is important to emphasize that EFC meetings will continue to be open to any

participant in the pool but regular attendance would not be expected or required. Regular
attendance would only be expected of the IPAC members.
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INVESTMENT PURCHASES SUMMARY

JULY 2008
OVERNIGHT REPOS

TOTALAMOUNT  AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
FIRST BOSTON 22 $2,246,000,000 1.38 2.14%

DISCOUNT NOTES
TOTAL FACE AVG  AVG
DEALER BUYS  AMOUNT  TOTALCOST DAYS  YIELD
BANK OF AMERICA 0 $ 49,100,000 §$ 49.060929 1400  2.08%
FIRST BOSTON ] 36,333,000 35911.537 16000  2.68
GOLDMAN SACHS ] 25,000,000 04671833 179.00 271
LEHMAN BROTHERS 2 100,000,000 99217250 107.96  2.65
MERRILL LYNCH 2 51,486,000 51135045 93.48  2.68
SMITH BARNEY 3 175000000 173035611 157.39  2.63
UBS FINANCIAL 2 110000000 109,101,417 11718 257
TOTAL 13 $546919,000 $542,133,623 12240  2.63%
CERTIFICATES OF DEPOSIT
TOTAL FACE AVG AVG

DEALER BUYS AMOUNT DAYS YIELD
KEY BANK 1 $ 188,491 90.00 1.84%
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DATE:

Maturity Range

1 -

29 Days

30 - 59 Days
60 - 89 Days
90 - 119 Days

120 - 149 Days
150 - 179 Days
180 - 364 Days
1 - 2 Years

2 - 3 Years

3 - 4 Years

4 - 5 Years

5+ Years

TOTAL

Security Type

08/22/2008

Amount
Invested

1,424,968,652

395,515,911
400,947,699
386,460,404
309,468,211

49,336,903
137,015,425
394,313,193
164,757,603
253,556,098
150,000,000

75,073,758

4,141,413,856

Repurchase Agreements
Certificates of Deposit
State Investment Pool

Commercial Paper

Bankers' Acceptances
Treasuries

Agencies

Mortgage Backed Securities
Municipals

TOTAL

Average Yield =
Average Days to Maturity =

Percent of
Portfolio

3

HWoaYWWE JWWIiPk
OO OoOUTWNUIWIO D

100.

o

Amount
Invested

126,000,000
337,140,840
360,879,769
126,376,910

0
249,623,872

2,848,983,708

75,073,758
17,335,000

4,141,413,856

2.88%

369.48
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RESTIDUAL INVESTMENT POOL SUMMARY

Cumulative
Percentage

44 .
53.
63.
70.
71.
74.
84.
88.
94.
98.
100.

0P o 0P 0P o o° o o o o o

oMb UITOAAD OO

Percent Of
Portfolio

[e)
O OO WOomOowW

POOOCORNFHO

100.

0P 0P o o° o o o o o

o
o\°

Average
Yield

.13%
.60%
.42%
.56%
.50%
.72%
.52%
.31%
.21%
.44%
.16%
.51%
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Limits

40%
20%
100%
25%
40%
100%
75%
25%
20%



RESIDUAL INVESTMENT POOL

ISSUER DIVERSIFICATION AND CREDIT EXPOSURE
7/31/08

Credit Agency Ratings (1)

Bank Ratings {2)

CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch 1DC CAEL™™
“Bank of America : 101,825,000.00 2.5% A-1+ P-1 F1+ 2 3
U.S. Bank 100,000,000.00 2.5% A-1+ P-1 F1+ 1 2
Key Bank 89,640,839.73 2:2% A1 P-1 F1 1 .2
Washington Federal S&L 50,000,000.00 1.2% F1 1 2
Sterling Savings Bank 25,000,000.00 0.6% F3 2 4
Homestreet Bank 10,000,000.00 0.2% 1 3
COMMERCIAL PAPER - 5% PER ISSUER. RATED BY 2 AGENCIES; RATING OF AT LEAST A-1, P-1, OR F1.

Mainsail If LLC 52,950,977.63 1.3% NR NP

Victoria Finance LLC 51,937,148.61 1.3% D NP

Rhinebridge LLC 40,927,972.22 1.0% D NP D

Cheyne Finance LLC 5,846,856.00 0.1% D NP

REPURCHASE AGREEMENTS -- 10% PER ISSUER

Credit Suisse LLC 139,000,000.00 3.4% A-1+ P-1 F1+

INVESTMENT POOLS -- 100% PER ISSUER

Washington State Treasurer's LGIP 360,100,658.44 8.9%

U.S..GOVERNMENT (Full Faith & Credit) -- 100% PER iSSUER

U.S. Treasury Obligations 248,918,542.58 6.2% AAA Aaa AAA

MUNICIPAL OBLIGATIONS (Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"

Sacramento County, CA 20,445,423.47 0.5% A+ A2

City of Phoenix, AZ 15,000,000.00 0.4% AAA Aal

Westchester County, NY 2,335,000.00 0.1% AAA Aaa AA+

FEDERAL AGENCY OBLIGATIONS (GSEs) -- 50% PER ISSUER

Federal National Mortgage Association (FNMA) 953,793,695.85 23.7% AAA Aaa AAA

Federal Home Loan Mortgage Corporation (FHLMC) 913,576,537.45 22.7% AAA Aaa AAA

Federal Home Loan Bank (FHLB) 849,360,826.55 21.1% AAA Aaa AAA

4,030,659,478.53 100.0%

(1) The table in the lower-right corner gives the range of
investment grade credit ratings.

i Rating Ag Credit S
Overview of Rating Agency rLe lt_ cores

"

(2) IDC Bank ratings are provided by IDC Financial Publishing:
1=Superior, 2=Excellent, 3=Average, 4=Below Average, 5=Lowest.

Safe & Sound CAEL is a bank rating service provided by

Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below

Average, 5=Weak.

Note:(NW) equals negative credit watch & (NO) equals negative outiook.
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Short-term Ir t
Grade
Highest  Lowest
S&P A-1+ A3
Moody's P41 P-3
Fitch F1+ F3

Grade

Highest Lowest
AAA BBB-
Aaa Baa3
AAA BBB-




TOTAL RESIDUAL FUND

EARNINGS DISTRIBUTION RATE
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(1) Average budgeted yield for the entire year is 3.48% (simple average).
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July 31, 2008
BUDGET (1) ACTUAL DIFEERENCE
YTD AVG BALANCE (millions) $249 $238 ($11.5)
YTD YIELD 3.69% 3.50% -0.19%
INTEREST DISTRIBUTION ($) $5,348,520 $4,840,431 ($508,089)
AUTOMATIC INTEREST ($) $0 $61,007 $61,007
TOTAL INTEREST ($) $5,348.520 $4.901,438 ($447.082)
YTD POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEEDUETOCX  $3,304,583 $3,711,854 $407,271
POOL FEE DUE TO FBOD $87,500 $79.917 ($7.583)
TOTAL YTD POOL FEES 3,392,083 3.791.771 $399.687
YTD TOTAL POOL
DISTRIBUTION $86,554,276
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LIQUIDITY POOL

COMPARATIVE EARNINGS RATES

3%
1.89%
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-——KC LIQ. POOL (1)
—aA—MONEY FUND

— & — STATE POOL

(1) Not adjusted yet for realized losses on commercial paper investments.

COMPARISON OF AVERAGE DAYS TO MATURITY
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Money fund data: 1BC/Donoghue Money Fund Report Averages seven day money market fund indexes.

State Pool data:

Monthly State of Washington Local Government Investment Pool report.

EFC —Page 11

"Public Investor".



6.00%
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1.00%

CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS
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4.99%

4.79%

4.45%
4.77% 4.18%

3.13% '
3.03%
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Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.
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Merrill Lynch index: Bloomberg Financial Markets
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MORTGAGE-BACKED POOL

| COMPARATIVE MONTHLY MARKET YIELD RETURNS
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GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS

5,000
O L i n " 2 i i A L i Y
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(20,000)
Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08
NET UNREALIZED GAIN OR LOSS (CORE PORTFOLIO ONLY)
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INTEREST RATE SUMMARY

6.00%

Fed Treaury Yield Curve
5.50% | Funds
A
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200 | S
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1.00% |
0.50%
0.00%
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—e—08/22/08 — <o— 7/18/2008 —a—1YEARAGO O KING COUNTY POOL 2.91%
08/22/08 7/18/2008 1 YEAR AGO
Fed Fund Target 2.00% 2.00% 5.25%
3M T-Bill 1.70% 1.43% 3.66%
6M T-Bill 1.97% 1.88% 4.06%
1Y T-Note 2.15% 2.20% 4.17%
2Y T-Note 2.41% 2.58% 4.19%
5Y T-Note 3.14% 3.38% 4.38%
10Y T-Note 3.87% 4.07% 4.65%
30Y T-Note 4.47% 4.65% 4.96%
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